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DAVID A. MASKE

Certified Public Accountant
110 West 4" Street, Suite # 205 712/262-6087
P.O. Box 1297 (fax) 712/262-6089
Spencer, IA 51301

INDEPENDENT AUDITOR’S REPORT

Board of Directors
Central Water System
Okoboji, lowa

| have audited the accompanying financial statements, listed as exhibits in the table of contents of this report of
Central Water System as of December 31, 2004 and 2003, and for the years then ended. These financial
statements are the responsibility of the Systems management. My responsibility is to express an opinion on these
financial statements based on my audit.

I conducted the audit in accordance with U.S. generally accepted auditing standards, Chapter 11 of the Code of
lowa, and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards and provisions require that | plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amount s and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. | believe that the audit prov ides a reasonable basis
for my opinion.

In my opinion, the financial statements referred to in the first paragraph present fairly in all material respects the
financial position of Central Water System at December 31, 2004 and 2003, and the results of operations and
changes in cash flows for the years then ended in conformity with U.S. generally accepted accounting principles.

As discussed in Note 9, during the year ended December 31, 2004, the System adopted Governmental Accounting
Standards Board Statement No. 34, Basic Financial Statements - and Management’s Discussion and Analysis - for
State and Local Governments; Statement No. 37, Basic Financial Statements - and Management’s Discussion and
Analysis - for State and Local Governments: Omnibus; Statement No. 38, Certain Financial Statement Note
Disclosures; and Statement No. 41, Budgetary Comparison Schedule — Perspective Differences.

In accordance with Government Auditing Standards, | have also issued my reports dated May 5, 2005, on my
consideration of the Central Water System’s internal control over financial reporting and my tests of its compliance
with certain provisions of laws, regulations, and contracts. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be read in conjunction with this report when
considering the results of my audit.

Management’s Discussion and Analysis and budgetary comparison information on pages 3 through 4 and pages 14
through 15 are not required parts of the basic financial statements, but are supplementary information required by
the Government Accounting Standards Board. | applied limited procedures, which consisted principally of inquiries
of management regarding the methods of measurement and presentation of the supplementary information. | did
not audit the information and express no opinion on it.

My audit was performed for the purpose of forming an opinion of the financial statements taken as a whole. |
previously audited the financial statements for the year ended December 31, 2002 (none of which are presented
here-in) and expressed an unqualified opinion on those financial statements.

DAVID A. MASKE
Certified Public Accountant

May 5, 2005
Spencer, lowa
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CENTRAL WATER SYSTEM
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2004

Central Water System provides this Management's Discussion and Analysis of its financial statements. This
narrative overview and analysis of the financial activities is for the fiscal year ended December 31, 2004. We
encourage readers to consider this information in conjunction with the System’s financial statements, which
follow.

2004 FINANCIAL HIGHLIGHTS
Operating revenue of the System decreased 1%, or approximately $9,000 from fiscal 2003 to fiscal 2004.
Operating expenses increased 5.9%, or approximately $15,800 in fiscal 2004 from fiscal 2003.

The System'’s total net assets decreased 3.6%, or approximately $85,100 from December 31, 2003 to
December 31, 2004. Total liabilities decreased 3.0% or approximately $37,100.

USING THIS ANNUAL REPORT
The annual report consists of a series of financial statements and other information as follows:

Management's Discussion and Analysis introduces the basic financial statements and provides an
analytical overview of the System'’s financial activities.

The System’s basic financial statements consist of balance sheets, statements of revenue, expenses,
changes in retained earnings and statements of cash flows. The statements provide information about
the activities of the System as a whole and present an overall view of the System’s finances.

Notes to financial statements provide additional information essential to a full understanding of the data
provided in the basic financial statements.

Required Supplementary Information further explains and supports the financial statements with a
comparison of the System’s budget for the year.

Basis of Accounting

The System maintains its financial records on accrual basis and the financial statements of the System are
prepared on that basis.

REPORTING THE SYSTEM’'S FINANCIAL ACTIVITIES

One of the most important questions asked about the System’s finances is, “Is the System as a whole better
off or worse off as a result of the year's activities?” The Balance Sheet reports information which helps
answer this question.

The Balance Sheet presents the System’s net assets. Over time, increases or decreases in the System’s net

assets may serve as a useful indicator of whether the financial position of the System is improving or
deteriorating.
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SYSTEM-WIDE FINANCIAL ANALYSIS
A summary of the changes in the retained earnings follows:

YEAR ENDED DECEMBER 31,

2004 2003
REVENUE:
WaALer INCOME ..coviiiii it $ 284,898 $ 294,025
RENE. s 12,000 12,000
L] TR 6,345 6,879
TOTAL REVENUE $ 303,243 $ 312,904
EXPENSES:
Operating EXPENSES ........cccvevieiieeite ettt $ 282,462 % 266,588
1T TS) TR 68,669 70,353
TOTAL EXPENSES $ 351,131 $ 336,941
NET INCOME (LOSS) $ (47,888) $ (24,037)
RETAINED EARNINGS — BEGINNING OF YEAR 67,949 91,986
RETAINED EARNINGS — END OF YEAR $ 20,061 $ 67,949

BUDGETARY HIGHLIGHTS

Over the course of the year, the System did not exceed its budget.

DEBT ADMINISTRATION
At December 31, 2004, the System had $1,190,000 in bonds outstanding, compared to $1,225,000 last year.

The System redeemed $35,000 in debt during the year.

CONTACTING THE SYSTEM’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, and creditors with a general
overview of the System’s finances and to show the System’s accountability for the money it receives.
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CENTRAL WATER SYSTEM
BALANCE SHEETS
DECEMBER 31,

ASSETS

CURRENT ASSETS:

CashonHand and in Bank..........coooiveiiiiiii e,
Cash in Savings and Certificates........cccccceeviiviivieieeeisiiiieeeenn,
AcCoUNtS RECEIVADIE .....c.eeiiieieeeee e
Prepaid EXPENSES. .......uuviiiiieee e i eiciieeee s sssaree e e e e e e s e snnanaeeeseannes
Accrued Interest Receivable..........ccooooeuiiiiiiiiiiieeeee e

TOTAL CURRENT ASSETS

FIXED ASSETS (NOTE 2):

FIXed ASSELS ...
Accumulated Depreciation...........cccevveeeeieiccciin e

TOTAL FIXED ASSETS

OTHER ASSETS:

LOAN COSES (NEL)...coiiiieriieiee i e e e se e e s e e e s snrrrae s

RESTRICTED ASSETS:

Bond SinKing FUNG ..........oooiiiiiiiee e
Bond Improvement FUNd ...........ccccviiieeie e,
Bond RESEIVE FUNG........coiiiiiiiiiiiieiiee e

TOTAL RESTRICED ASSETS

TOTAL ASSETS

LIABILITIES AND FUND EQUITIES

CURRENT LIABILITIES:

Accounts Payable ...
ACCIUEd INEIEST. ...
Accrued Payroll TAXES......ccceviiiiciiiiiieeie e vtieeee e e e
Current Portion Long-Term Debt ...

TOTAL CURRENT LIABILITIES

LONG-TERM DEBT (NOTE 3):

Revenue Bonds Payable ...,
LESS — Current Portion ADOVE ..........cccovivriiiniicninen e

TOTAL LONG-TERM DEBT
TOTAL LIABILITIES

FUND EQUITY:
CONTRIBUTED CAPITAL

R S 1 (01 (T T
(0T =T) (o1 (=T [

TOTAL

RETAINED EARNINGS:

(0T =T) (o1 (=T [

TOTAL FUND EQUITY

TOTAL LIABILITIES AND FUND EQUITY

See accompanying Notes to Financial Statements

Exhibit A

2004 2003
$ 41,176 $ 17,579
136,307 112,574
22,211 46,559
14,068 13,667
922 1,091
$ 214684 $ 191470

$ 3,066,247
(1,228,340)

$ 3,066,247
(1,150,444)

$ 1,837,907

$ 1915803

$ 30,266 $ 31,902
$ 8,508 $ 17,302
78,000 66,000
106,400 138,305

$ 192908 $ 221,607
$ 2275765 $ 2,360,782
$ 7,021 $ 9,128
5,591 5,734

2,892 2,771

35,000 35,000

$ 50,504 $ 52,633
$ 1,190,000 $ 1,225,000
35,000 35,000

$ 1,155,000

$ 1,190,000

$ 1,205,504

$ 1,242,633

$ 192,908
857,292

@

221,607
828,593

$ 1,050,200

$ 1,050,200

$ 20,061

$ 67,949

$ 1,070,661

$ 1,118,149

$ 2,275,765

$ 2,360,782
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Exhibit B
CENTRAL WATER SYSTEM
STATEMENTS OF REVENUES AND EXPENSES
FOR THE YEARS ENDED DECEMBER 31,

2004 2003
REVENUE:
OPErating INCOME ......c.coiiiiii ettt ettt ettt eae $ 284,898 $ 294,025
OPERATING EXPENSES:
Salaries - SUPErNtENAENT .........cceeii i $ 38,646 $ 37,446
Salaries - Other.... ... 31,855 30,655
CREMICAIS ...t 25,957 20,593
REPAIIS ..t a e 19,722 13,174
UBIIEIES oottt e e seee s 33,412 31,151
Lo\ o] | B 1= V(T PR UPP PR 9,407 9,182
EMPIOYEE INSUFANCE .....uviiiiiiiee e e e e ee e e 17,826 16,420
GENETAl INSUFANCE ...ttt e e 12,020 10,240
[ 1o TS ] o] o) = SR S 1,141 1,211
Testing and Lab FEES ... 2,718 4,506
VERNICIE EXPENSES ....evviiiiiiieee ettt sttt e e e e e e st e e e e eeeeaeee e s 3,906 2,150
Clothing AlIOWANCE ..o 777 718
Operating SUPPLIES ...cecee ittt e e -0- 89
Legal and ProfeSSioNal ...........oooi it 1,650 1,790
WALET STUAY ..eeiiieei e a e s e e e e e e e s e s r e aaee s 456 5,158
Office Supplies and POStAgE ........oooiuiiiiiieiiee e 1,194 752
TEIEPNONE ... 628 611
BOArd EXPENSE ..cooiiiiiiiiiiteeee ettt ettt a e 775 750
(2 T0] g I b o =T 1T SRR 700 600
ContinuINg EAUCALION..........uuiiiiiiiee i e 140 530
AMOTTIZALION ...t 1,636 1,636
(DT o] (=Tol = 1[0 ] o R PPRUPP PR 77,896 77,226
TOTAL OPERATING EXPENSES $ 282462 $ 266,588
OPERATING INCOME $ 2,436 $ 27,437
NON-OPERATING INCOME (EXPENSE):
INEEIESE INCOME .....eiiuiiciiictecctie ettt ettt et st ere e sbe e eareere e $ 6.345 $ 6,879
Other INCOME ....oiiiii e 12,000 12,000
INEEIEST EXPEINSE ... ettt e e e e e (68,669) (70,353)
TOTAL NON-OPERATING INCOME (EXPENSE) $ (50,324) $ (51,474)
NET INCOME (LOSS) $ (47,888) $ (24,037)

See accompanying Notes to Financial Statements
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Exhibit C
CENTRAL WATER SYSTEM
STATEMENTS OF CHANGES IN RETAINED EARNINGS
FOR THE YEARS ENDED DECEMBER 31,

2004 2003
RETAINED EARNINGS — JANUAIY 1 .....cccovviiiiiiiieinieeee e $ 67,949 $ 91,986
NET INCOME ((LOSS) ...ttiiieiiiiiie ettt (47,888) (24,037)
RETAINED EARNINGS — December 31 $ 20,061 % 67,949

See accompanying Notes to Financial Statements
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Exhibit D
CENTRAL WATER SYSTEM
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31,

2004 2003
CASH PROVIDED FROM (USED) FOR OPERATIONS:
NEt INCOME (LOSS) ....uviiieeiiiiieee ittt ettt s e ae e e s e e s $ (47,888) $ (24,037)
Adjustments for Non-Cash Items:
Depreciation & AMOIZatioN ..........uuevivieeei i 79,532 78,862

$ 31,644 $ 54,825

ADJUSTMENTS FOR WORKING CAPITAL CHANGES:

(Increase) Decrease in Accounts Receivable..............cccoovveveeeiiiiieenenn, 24,348 (31,641)
(Increase) Decrease in Prepaid EXPENSES .......cooiieiiiiiiiiiiiieieeeeiiiieeeeenn (401) (1,963)
(Increase) Decrease in Accrued Interest Receivable .........ccccccceeevvvvnneeen. 169 578
Increase (Decrease) in Accounts Payable.............ccccin, (2,107) 5,666
Increase (Decrease) in Accrued Interest Payable .............cccoocvvvvivennennns (143) (140)
Increase (Decrease) in Accrued Taxes Payable .........ccccccovviiiiiiiiieninnns 121 564

CASH PROVIDED BY OPERATIONS $ 53,631 $ 27,889

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:

Principal Paid 0N BONAS.........ccvviiiiiiiic e $ (35,000) $ (35,000)
CASH FLOWS FROM INVESTING ACTIVITIES:
AcqUISItION Of FIXEA ASSELS.......uuiiiiiiieaiie i $ -0- $ (17,921)
NET INCREASE (DECREASE) IN
CASH AND CASH EQUIVALENTS $ 18,631 $  (25,032)
CASH AND CASH EQUIVALENTS — BEGINNING 351,760 376,792
CASH AND CASH EQUIVALENTS — ENDING $ 370391 $ 351,760

See accompanying Notes to Financial Statements
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CENTRAL WATER SYSTEM
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

REPORTING ENTITY — Central Water System was organized by a Joint Public Improvement
Agreement between the City of Arnolds Park and the City of Okoboji dated April 11, 1977. Central
Water System, organized under the Code of lowa, Chapter 28E (1975), was designed to operate a
water system to jointly serve the two municipalities. The Clay County Rural Water District was later
added as a customer through a water purchase contract with Central Water System dated January
11, 1989. All facilities and land acquired or constructed in connection with the System are to be
owned by the two municipal parties as tenants in common with undivided ownership interest. Each
party is responsible for retiring its portion of the debt incurred. Future expansion of the plant shall be
paid on a pro rata basis in accordance with water usage.

Central Water System is operated by the parties though a joint Board of Directors consisting of one
member from each City Council, or such other individual as that Council shall designate, and a third
member appointed and approved by a majority vote of the City Councils of the municipalities.

For financial reporting purposes, Central Water System has included all funds, organizations,
account groups, agencies, boards, commissions and authorities. The System has also considered all
potential component units for which it is financially accountable, and other organizations for which the
nature and significance of their relationship with the System are such that exclusion would cause the
System’s financial statements to be misleading or incomplete. The Governmental Accounting
Standards Board has set forth criteria to be considered in determining financial accountability. These
criteria included appointing a voting majority of an organization’s governing body, and (1) the ability of
the System to impose its will on that organization or (2) the potential for the organization to provide
specific benefits to, or impose specific financial burdens on the System. The Central Water System
has no component units which meet the Governmental Accounting Standards Board criteria.

BASIS OF ACCOUNTING — Central Water System maintains its financial records on the accrual
basis of accounting and in accordance with U.S. generally accepted accounting principals.

ACCOUNTS RECEIVABLE - Accounts receivable and revenue are recorded at the time that service
is billed. Unbilled revenue for service consumed between periodic scheduled billing dates is not
considered to have a material effect on the financial statements. Accounts are reviewed annually;
accounts considered uncollectable are written off at that time.

CASH AND CASH EQUIVALENTS - For the purposes of the statement of cash flows, the System
considers as cash and cash equivalents all currency on hand, demand deposits with banks or other
financial institutions, certificates of deposits with an original maturity of six months or less, and other
accounts that have the general characteristics of demand deposits in that the System may deposit
additional funds at any time and also effectively may withdraw funds at any time without prior notice
or penalty.

OTHER ASSETS - Loan costs are being amortized on a straight-line basis over 25 years, and is
presented at its net value.

USE OF ESTIMATES - The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results could differ from those estimates.

INCOME TAXES — Central Water System is exempt from federal and state income taxes.
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CENTRAL WATER SYSTEM
NOTES TO FINANCIAL STATEMENTS - CONTINUED
DECEMBER 31, 2004

NOTE 2 - PROPERTY, PLANT AND EQUIPMENT:

Fixed assets are stated at cost. The report sets forth the original cost of the assets and accumulated
depreciation thereon, based on depreciation rates commensurate with the average normal useful life
of the various components of the plant and system.

Depreciation rates have been applied on a straight-line basis. Estimated useful lives, in years, for
depreciable assets are as follows:

Plant and Distribution System ............ccccccceeeennnn. 40
EQUIPMENL ... 5-25

A summary of changes in fixed assets is as follows:

Property Plant & Equipment, January 1, 2003..................... $ 3,048,326
Additions January 1 — December 31, 2003 ................... 17,921
Deletions January 1 — December 31, 2003.................... -0-

Property Plant & Equipment, December 31, 2003................ $ 3,066,247
Additions January 1 — December 31, 2004 ................... -0-
Deletions January 1 — December 31, 2004 ................... -0-

Property Plant & Equipment, December 31, 2004............... $ 3,066,247

NOTE 3 - LONG-TERM DEBT:

During the year ended December 31, 1998, Central Water System issued $1,140,000 in Series A
Waterworks System Improvement Revenue Bonds for the construction of two elevated water storage
tanks and $210,000 in Series B Waterworks System Improvement Revenue Bonds to pay off its debt
from Waterworks System Improvement Revenue Bonds issued April 1, 1996. The bonds and
interest are to be paid out of charges for service. The bonds bear interest of 4.50% — 5.75%.
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CENTRAL WATER SYSTEM
NOTES TO FINANCIAL STATEMENTS - CONTINUED
DECEMBER 31, 2004

NOTE 3 - LONG-TERM DEBT (CONTINUED):

Details of Central Water System’s bonded indebtedness for the years ending December 31 are as

follows:
Principal

Year Series A Series B Interest Total

2005 $ -0- $ 35,000 $ 67,097 $ 102,097
2006 25,000 15,000 65,347 105,347
2007 40,000 -0- 63,306 103,306
2008 45,000 -0- 61,227 106,227
2009 45,000 -0- 58,865 103,865
2010 45,000 -0- 56,480 101,480
2011 50,000 -0- 54,050 104,050
2012 55,000 -0- 51,175 106,175
2013 55,000 -0- 48,012 103,012
2014 60,000 -0- 44,850 104,850
2015 65,000 -0- 41,400 106,400
2016 65,000 -0- 37,662 102,662
2017 70,000 -0- 33,925 103,925
2018 75,000 -0- 29,900 104,900
2019 80,000 -0- 25,587 105,587
2020 85,000 -0- 20,987 105,987
2021 85,000 -0- 16,100 101,100
2022 95,000 -0- 11,212 106,212
2023 100,000 -0- 5,750 105,750

Total $ 1,140,000 $ 50,000 $ 792,932 $ 1,982,932

The resolution providing for the issuance of the revenue bonds provides for the creation of the
following restricted asset accounts:

a) SINKING ACCOUNT — Money in the Revenue Account shall be disbursed to make deposits into a
separate and special Account to pay principal of and interest on the Bond and Parity Bonds. The
Account shall be known as the Water Revenue Bond and Interest Sinking Account (the “Sinking
Fund”). The required amount to be deposited in the Sinking Fund in any month shall be an amount
equal to 1/6th of the installment of interest coming due on the next interest payment date on the then
outstanding Bond and Parity Bonds plus 1/12th of the installment of principal coming due on such
Bonds on the next succeeding principal payment date until the full amount of such installment is on
hand. Money in the Sinking Account shall be used solely for the purpose of paying principal of and
interest on the Bonds and Parity Bonds as the same shall become due and payable.

b) WATER REVENUE DEBT SERVICE RESERVE ACCOUNT - Money in the Revenue Account
shall be disbursed to an account known as the Water Revenue Debt Service Reserve Account
(the “Reserve Account”) to maintain a debt service reserve in an amount equal to the lessor of
(1) the maximum amount of principal and interest coming due on the Bonds and any parity
Bonds in any succeeding fiscal year or (2) 10% of the proceeds of the sale of the Bonds to the
public. Whenever required to maintain the amount at such a level, monthly payments will be
made into the Reserve Account in an amount equal to 25% of the monthly deposits being made
into the Sinking Account, until such time as the sums on deposit in the Reserve Account are
equal to the balance required above. Whenever there is on-hand in the Reserve Account an
amount equal to the balance required above, no further deposits need be made into said
Reserve Account except to maintain such required balance, and if the amount on deposit in the
Reserve Account is greater than the balance required above, such additional amounts shall be
withdrawn and paid into the Revenue Account. Money in the Debt Service Reserve Account
shall be used solely for payment of principal and interest on the Bonds and any parity Bonds
when insufficient funds are available in the Sinking Account.
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CENTRAL WATER SYSTEM
NOTES TO FINANCIAL STATEMENTS - CONTINUED
DECEMBER 31, 2004

NOTE 3 - LONG-TERM DEBT (CONTINUED):

c) WATER IMPROVEMENT ACCOUNT — Money in the Revenue Account shall next be disbursed to
maintain an account known as the Water Improvement Account (the “Improvement Account”).
Minimum monthly deposits into the Improvement Account shall be $ 1,000 until such time as the
account has a balance of $200,000. Moneys on deposit in this account may be issued for
deficiencies a) or b) above.

d) SURPLUS REVENUES - All moneys thereafter remaining in the Revenue Account at the close of
each month may be deposited in any of the accounts created by this Resolution, to pay for
extraordinary repairs or replacements to the System, or may be used to pay or redeem the Bonds or
Parity Bonds a of them, or for any lawful purpose.

A summary of changes in Long-Term Debt for the years ended December 31, 2004 and 2003 is as
follows:

Water Revenue Bond Issue 1998 — Series A:

Balance January 1, 2003 $ 1,140,000
Issued January 1 — December 31, 2003 -0-
Retired January 1 — December 31, 2003 -0-
Balance December 31, 2003 $ 1,140,000
Issued January 1 — December 31, 2004 -0-
Retired January 1 — December 31, 2004 -0-
Balance December 31, 2004 $ 1,140,000
Water Revenue Bond Issue 1998 — Series B:
Balance January 1, 2003 $ 120,000
Issued January 1 — December 31, 2003 -0-
Retired January 1 — December 31, 2003 35,000
Balance December 31, 2003 $ 85,000
Issued January 1 — December 31, 2004 -0-
Retired January 1 — December 31, 2004 35,000
Balance December 31, 2004 $ 50,000

NOTE 4 - PENSION AND RETIREMENT BENEFITS:

The System contributes to the lowa Public Employees Retirement System (IPERS) which is a cost-
sharing multiple-employer defined benefit pension plan administered by the State of lowa. IPERS
provides retirement and death benefits which are established by State statute to plan members and
beneficiaries. IPERS issues a publicly available financial report that includes financial statements
and required supplementary information. The report may be obtained by writing to IPERS, P.O. Box
9117, Des Moines, lowa, 50306-9117.

Plan members are required to contribute 3.70% of their annual salary and the System is required to
contribute 5.75% of annual covered payroll. Contribution requirements are established by State
statute. The System contribution to IPERS for the years ended December 31, 2004, 2003, and 2002
were $ 4,054, $ 3,916, and $ 3,778 respectively, equal to the required contributions for each year.
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CENTRAL WATER SYSTEM
NOTES TO FINANCIAL STATEMENTS - CONTINUED
DECEMBER 31, 2004

NOTE 5 - DEPOSITS AND INVESTMENTS:

The Systems deposits in banks at December 31, 2004, were entirely covered by Federal depository
insurance or by the State Sinking Fund in accordance with Chapter 12C of the Code of lowa. This
chapter provides for additional assessments against the depositories to insure there will be no loss of
public funds.

The System is authorized by statute to invest public funds in obligations of the United States
government, its agencies and instrumentalities; certificates of deposit or other evidences of deposit at
federally insured depository institutions approved by the Board of Directors; prime eligible bankers
acceptances; certain high-rated commercial paper; perfected purchase agreement; certain registered
open-end management investment companies; and certain joint investment trusts; and warrants or
improvement certificates of a drainage district.

The System had no investments at December 31, 2004 and 2003.

The System had Certificates of Deposit and Savings balances of $329,215 at December 31, 2004
and $334,181 at December 31, 2003.

NOTE 6 - COMPENSATED ABSENCES:

Central Water System has established a written policy for sick leave and vacation accrual which
states that no sick leave or vacation pay will accumulate one year to the next. Therefore, there are
no accrued compensated absences at December 31, 2004 or December 31, 2003.

NOTE 7 - INTEREST EXPENSE:

Interest costs are capitalized when incurred on debt where proceeds were used to finance the
construction of assets. Interest earned on proceeds of tax-exempt borrowing arrangements
restricted to the acquisition of qualifying assets is offset against interest costs in determining the
amount to be capitalized. The System had no capitalized interest during the year.

NOTE 8 - RISK MANAGEMENT

Central Water System is exposed to various risks of loss related to torts; theft, damage to and
destruction of assets; errors and omissions; injuries to employees; and natural disasters. These risks
are covered by the purchase of commercial insurance. Settled claims from these risks have not
exceeded commercial insurance coverage in any of the past three fiscal years.

NOTE 9 - ACCOUNTING CHANGE AND RESTATEMENTS

The Governmental Accounting Standards Board Statement No. 34, Basic Financial Statements - and
Management's Discussion and Analysis - for State and Local Governments; Statement No. 37, Basic
Financial Statements - and Management's Discussion _and Analysis - for State and Local
Governments: Omnibus; Statement No. 38, Certain Financial Statement Note Disclosures; and
Statement No. 41, Budgetary Comparison Schedule — Perspective Differences were implemented for
the year ended December 31, 2004. The statements create new basic financial reporting the
System’s financial activities.
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CENTRAL WATER SYSTEM
BUDGETARY COMPARISON OF REVENUE, EXPENSES AND
CHANGES IN RETAINED EARNINGS

YEAR ENDED DECEMBER 31, 2004

REVENUE:
Use of Money and Property .........cccceeeiiiieieeeiii e
SEIVICES ...ttt e e
TOTAL REVENUE
EXPENSES ......oiiiiiiiiiiect et e

NET INCOME (LOSS)

RETAINED EARNINGS — JANUARY 1

RETAINED EARNINGS - DECEMBER 31

See accompanying independent auditor’s report

VARIANCE

FAVORABLE

ACTUAL BUDGET UNFAVORABLE
6,345 8,000 $ (1,655)
284,898 296,000 (11,102)

12,000 12,000 -0-
303,243 316,000 $ (12,757)

351,131 369,443 18,312

(47,888) (53,443) $ 5,555

67,949 67,949 -0-

20,061 14506 $ 5,555
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CENTRAL WATER SYSTEM
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION — BUDGETARY REPORTING
DECEMBER 31, 2004

In accordance with the Code of lowa, the System annually adopts a budget, following required public notice
and hearing. The annual budget may be amended during the year utilizing similar statutorily prescribed

procedures.

Formal and legal budgetary control is based upon functions. The System did not exceed its budget during
the year.
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DAVID A. MASKE

Certified Public Accountant
110 West 4" Street, Suite # 205 712/262-6087
P.O. Box 1297 (fax) 712/262-6089
Spencer, IA 51301

INDEPENDENT AUDITOR’'S REPORT ON COMPLIANCE
AND ON INTERNAL CONTROL OVER FINANCIAL REPORTING

To the Board of Directors of Central Water System:

| have audited the general purpose financial statements of Central Water System as of and for the year ended December
2004 and 2003, and have issued my report thereon dated May 5, 2005. My report expressed an unqualified opinion on the
financial statements which were prepared in conformity with U.S. generally accepted accounting principles. | conducted my
audit in accordance with U.S. generally accepted auditing standards, Chapter 11 of the Code of lowa, and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States.

Compliance

As part of obtaining reasonable assurance about whether Central Water System’s general purpose financial statements are
free of material misstatement, | performed tests of its compliance with certain provisions of laws, regulations and contracts,
noncompliance with which could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of my audit and, accordingly, | do
not express such an opinion. The results of my tests disclosed no instances of noncompliance that are required to be
reported under Government Auditing Standards.

Comments involving statutory and other legal matters about the Central Water System’s operations for the years ended
December 31, 2004 and 2003 are based exclusively on knowledge obtained from procedures performed during my audit of
the general purpose financial statements of the Central Water System. Since my audit was based on tests and samples,
not all transactions that might have had an impact on the comments were necessarily audited.

Internal Control Over Financial Reporting

In planning and performing my audit, | considered Central Water System’s internal control over financial reporting in order
to determine my auditing procedures for the purpose of expressing my opinion on the general purpose financial statements
and not to provide assurance on the internal control over financial reporting. However, | noted certain matters involving the
internal control over financial reporting and its operation that | consider to be reportable conditions. Reportable conditions
involve matters coming to my attention relating to significant deficiencies in the design or operation of the internal control
over financial reporting that, in my judgment, could adversely affect Central Water System’s ability to record, process,
summarize and report financial data consistent with the assertions of management in the financial statements. Reportable
conditions are described in Part | of the accompanying Schedule of Findings.

A material weakness is a condition in which the design or operation of one or more of the internal control components does
not reduce to a relatively low level the risk that misstatements in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. My consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control that might be reportable conditions and, accordingly, would not necessarily
disclose all reportable conditions that are also considered to be material weaknesses. However, of the reportable
conditions described above, | believe Item 04-1-A is a material weakness. Prior year reportable conditions have been
resolved except for Iltem 04-1-A.

This report, a public record by law, is intended solely for the information and use of the officials and employees of the
Central Water System and other parties to whom Central Water System may report. This report is not intended to be and
should not be used by anyone other than these specified parties.

| would like to acknowledge the many courtesies and assistance extended to me by personnel of Central Water System
during the course of my audit.

Should you have any questions concerning any of the above matters, | shall be pleased to discuss them with you at your
convenience.

DAVID A. MASKE
Certified Public Accountant

May 5, 2005
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PART I

CENTRAL WATER SYSTEM

SCHEDULE OF FINDINGS
YEAR ENDED DECEMBER 31, 2004

FINDINGS RELATED TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

INSTANCES OF NON-COMPLIANCE:

No matters were reported.

REPORTABLE CONDITIONS:

04-1-A

Segregation of Duties - During my review of the internal control structure, the existing
procedures are evaluated in order to determine that incompatible duties, from a control
standpoint, are not performed by the same employee. This segregation of duties helps to
prevent losses from employee error or dishonesty and therefore maximizes the accuracy of the
System’s financial statements. | noted that one individual is primarily responsible for all record-
keeping and reconciling functions for the office.

Recommendation - | realize that with a limited number of office employees, segregation of duties
is difficult. However, the System should review the operating procedures of the office to obtain
the maximum internal control possible under the circumstances, with continued administrative
review by Directors.

Response and Corrective Action Planned - We continually review our operating procedures and
strive to improve the internal control and segregation of duties whenever possible.
Administrative and Board review of transactions and financial information is an important part of
the controls in place, and is relied upon to strengthen controls.

Conclusion - Response accepted.
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